By CHARLES W. WALTON

Government Programs For Fiscal 1964 and 1965

THE Federal Budget presented to
(Congress earlier this year veflects
varying changes in Federal expenditures
from fiseal 1964 to fiscal 1965, depending
on what budget concept is used. The
Administrative Budgel proposes a ve-
duction of $% billion in expenditures;
the cash budget provides for no change
in cash payments to the publie, while
on a national ineome and product
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aceount basis, expenditures are esti-
mated to inerease hy about $2%
billion.

However mensured, the proposed
fiscal year 1964-65 changes in expendi-
tures present a picture that differs
from recent experience. For example,

from fscal 1960 to fiscal 1963, Federal
expenditures on the national income
aceount basis increased an average of
$6% billion a year, and the rise in fiscal
1964 is estimated at $6% hillion.
Federal purchases of goods and
garvices—the part of the Federal total
that is counted as a component of the
GNP—is expected to rise $1Y4 billion,
This compares with an average annual
inerease of $3% billion for the 196063
period and o rise which is estimated
to be only slightly smaller for fiseal
year 1064,

If the economic projections under-
lving the Budget document materialize,
Federal Government receipts under all
three budget concepts will inerease by
about £5 billion in fseal 1965, after
allowanece for the estimated revenue
losses from the tax program proposzed
in the Budget. The tax reduction
proposals involve an initial loss to the
Tressury of about $8 billion befors
any feedback effect. However, the
rise of business and consumer incomes
under the economie stimulus of the tax
eutg, coupled with the underlying
erowth in the seonomy, is expected to
rnorate enough additional revenues Lo
override thiz loss and to advanee total
receipts as indieated.

The Buodoet estimates assmme a
GNP rizse of $38 hillion for calendar
1064, ns azainst o 230 billion increase
in ealendar 1963,

Despite the higher lovels of economie
petivity and the shift awany fvom shareply
rising expenditures, all three budgets
are  projected to remain in  deficit
through fiseal 1965, The deficiis in
figeal 1965 will, however, be smaller
than in fiseal 1964, and on the national
income account basis 4 movement

toward balance, if not into surplus, is
implied some time in calendar 1965,
Summary data for the three budgets
are shown in table 1,

The decrease in the deficit does not
mean  that Federal fiseal policy in
fiscal 1965 will restrict economice activ-
ity. T'he topering of expenditures,
which is the main factor leading to a
reduced deficit, would be offset by
higher consumption and  investient
outlays as a result of the stimulating
effect of the cut In tax rates,

Table l.—Federal Government Reecipts and
Expenditures, Fizeal 19%6G3=065
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thitlook for first half of colendor 1964

Table 2 shows receipts and expendi-
tures in the oational ineome aecount
by major component and by guarters
for calendar year 1963,

The estimates of total expenditures [or
fisenl wear 1964 lmply incresses of ap-
proximately $2 billion, seasonally ad-
jugted annunl rate, for the first two
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quarters of ealendar year 1964, 1 Fed-
ernl purchases of goods and services are
to reach the £67.8 billion level projected
for fiseal 1964, inerenses of roughly $1%
billion a guarter Tor the first bLall of
calendar 1064 are necessary, It is
likely, therefore, that by the end of
fiscal 1964, Federal purchases will have
reached the level projected for all of
fiscal 1965,

The reeceipts and expenditures totals
for fiseal 1964 imply deficite on the or-
der of $10 billion (sessonally adjusted
annual rate) for each of the first two
quarters of calendar 1964, The sharp
increase from second hall 1963 levels
is due, of course, to the initial effects of
the proposed tax cuts.

Coverage and timing in the several
budgets

The three mensures of Federal Gov-
ernment fiscal activity differ from one
another in respect to both coverame
and timing, The administrative bude-
et, which serves as the basis of con-
eressionnl  action on  administration
requests, excludes the activities of the
trust funds such as the social security
programs, which are included in both
the cash budget and national income
account receipts and expenditures.

Federal activities as measured in
the mnational income accounts differ
from the cash budget in that most taxes
are counted as receipts at the time the
liability is incurred rather than when
the Government actually receives pay-

ment. Similarly, on the expenditure
gide, nn attempt iz made to eynechronize
Federal purchases with other seetors
of the national aceounts, Conseguent-
ly, many goods are counted as Federal
purchases in the mational income ae-
counts al the time of delivery rather
than at the time of payment., A fur-
ther major difference between the eash
budeet and national income aeeounts
iz the exelusion of transactions of
purely finaneial nature, e.g., loans and
purchases of exisling assets, from the
national income aceounts, since they
do not reflect current production or add
to current ineome,

Although receipts on an accerual basis
would normally inerease more rapidly
than eazh colleetions in periods of sharp-
ly rising incomes, the former are pro-
jected to inerease slichtly less than the
latter in both fiscal 1964 and 19635,
owing to the projected effects of the
new tax program. The scheduled re-
duetion in individual and corporate tax
rutes will be reflected in lower aceruals
on national income necount as soon as
the new rates become effective. By
way of contrast, cash collections will
not be affected for approximately 6
weeks in the case of individual income
taxes and 6 months in the case of corpo-
rate income taxes,

Expenditures are scheduled to in-
crense substantially in fiscal 1964 on
both the cash and national income
account bases. However, in fiscal 1965,
cash payments are expected to remain

Table 2.—Federal Reccipts and Expenditures in the Notional Income Accounts, 196365
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at the previous year's level while
Federal expenditures in the national
income accounts are projected to in-
crease $2% billion,

There are two main reasons for this
divergent movement. First, it is ex-
pected that in fiscal 1964 the Depart-
ment of Defense will substantially
shorten the present lags between the
ordering and delivery of military hard
goods, on the one hand, and the pay-
ments for those zoods, on the other
hand. This will move into fiscal 1964
some eash outlays that would otherwise
have been made in fiscal 1965. Second,
net outlays of Federal lending programs
are expected to decline substantially
in fiseal 1965, Such financial trans-
actions, while decreasing cash pay-
ments, have no effect on expenditures
in the national income accounts, For
example, increased sales of mortgages
by the Veterans Administration and
Federal National Mortgage Association
are projected as a result of a proposal
to pool their assets so that private
investors will be able to purchase
certificates of participation in a port-
folio of mortgages rather than having
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to purchase individual mortgages.
Higher sales of Export-Import Bank
assets nre alzo expected and the Budget
[urther aseumes legislation enabling
the Rural Electrification Adminietro-
tion to uze loan repayments for addi-
tional loan commitments. In other
programs move reliance is to be ploced
pliced on govermmnent guarantess rather
than divect Federal loans, Table 3
containg n more detailed raconcilintion
between tha various budpgets,

Federal receipis up $5 billion in FY
1965

The Budget [or fiseal 1965 assumes
enaotment of the (ax program in sub.-
ptantinlly the same form as possed tha
Heouse. That iz n two-stags pociags
of individual ond corporate rate redue-
tions mnd some structurnl reforms,
which, when [ully effective—in calendar
1965—will reduce tox liabilities by ovor
$11 hillion ot cplendar 1983 incoma
levels.

The projections of Federnl receipis
mssume aecceptance of an imporiant
change, howaver, in the House-pagaed
tax bill. The House bill ¢alle for a re-
duoction in  the withholding rate on
wnges ond salaries [rom the cuorrcot
rate of 18 porcent lo 15 percent, effee-
tive Janvary t, 1%64; thoe Dudget iz
predicated upon o reduction to 14 per-
cent as of February 1, 1984, In bath
versions the reduetion in liahilitics
would bo made retroactive to Jenuary 1,
1984, with further rate reduections
Janumy 1, 1965. With a withholding
rate of 14 porcent effectiva Febhruary 1,
collections will fall by more than the
aetual reduction in lisbilities in colen-
dor 1962. The Budgol assumes tax-
payers will not adjust their exemplions
for withholding tax purposes or alter
their quarterly declorntions to make up
for this deficiency in collections vis-a-sis

‘Yinbilities, As n consoquence, when
{ texpayers make final settlement on their

1964 taxes in cslendmr 18G5, tax pay-

,_'-_ menés will be higher and tnx refunds

lower than would otherwise ba the case.

For each month that the lowering of
the withholding rate to 14 percent is
dalayed heyond Februwy 1, 1964, there
Will be & shift of ghout $% bllhun in re-
eoipte from fiscal 1965 into fiscnl 1964
‘Fhe later the pew withholding rate be-
cames effeetive, the more closely with-

Tit-420— g4 3
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holdings will approximate linbilities in
calender 1964; this will couse refunds to
rise ond final settlemsnts to fell in
calendnr 1965,

Component changes in veceipts

Given the Budget estimates of indi-
vidunl income tox receipts, which us-
sume g $290 billion incrense in personal
income in calendor 1964, personal taxes
in the pational incoma accounis nre ox-
pected to equal their fiseal 1303 tatal of
$50.1 billion in fiseal 1964 and inerense
to $52.3 billion in fisenl 1965, These
estimntes are subject to the qualifica-
tion noted above with regard to the
timing of the introduction of tha now
withholding mte.

Tablo S==Relation of Fedornl Goverriment Itweifm
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Corporate profite are prajected to
Tigo to 356 billion in calondar 1944 in
the economic projections underying the
Budget ectimates. This is gn inerease
of ¢ver #4 billion or somewhat jess than
the 1983 incrense. Howevar, 1964 will
be ths fourth year of the ewrrent up-
swing and in the previous upturns at
least, profit inerenses have tended to
slacken as expansions heve matured.
A rise of this megnituds in crlendar
1964 profits, together with the further
increase projected for 1965, would be
cnough 6o lift corporste tix nocruals
for fiscal 1964 $1Y4 billion gbove the
previous year level and an additionsl
$1% billian in fisen] 1965, despite the
rate reductions of 2 percentope points

ta and Expenditures in the Nationol
Budgat

. (FIspul penurs, bAlligh dollars)
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geheduled for both January 1, 1064 and
Junuary 1, 1965,

Indirect business tax aceruals are
estimated to rise 3% hillion in fscal
1965. Higher levels of sconomic activ-
ity are expected to account for &4
hillion of the inerense if current excise
rates on sleoholic beverages, tobaceco,
autos, telephone serviee, and air pas-
senger service are extended.  Proposed
legislation to institute additionsl trans-
portation-user charges would yield an
additional %% billion.

Contributions for social insurance are
projected at $24.2 hillion in fiseal 1065,
up $#% billion. The much larger £1%
hillion rise estimated for fiscal 1964 reflect
mainly the statutory rate increase of
1 percentage point in OSAT taxes effee-
tive January 1, 1963, The next rate
inerease is seheduled for January 1, 1966,
The % hillion inerease in total contribu-=
tions in fiscal 1965 is accounted for
almost entirely by the inereased OSAT
receipts that may be expected from rising
payrolls. At the same time, slizhtly
lower receipts are projected for the un-
employment trust fund.

OQutlays for national defense to level
aff

National defense purchases of goods
and serviees are projected al 8684
billion in fiscal 1965—an increase of $l4
billion over fiscal 1964, This is a
marked departure from the upward
trend of defense spending in recent
years. From fiscal 1960 to 1963, na-
tional defense purchases of goods and
gervices increased an average of $3%
billion & year, and & similar rise is
estimated for fiscal year 1964,

According to present indications, the
small increase budgeted for fiscal 1965
signals o leveling off and possibly the
start of & decline in defense purchases
rather than merely a pause followed by
renewed increases, Savings under the
current cost reduction program of the
Department of Defense amounted to
over §1 billion in fiseal 1963 and are
expected ultimately to reach $4 billion
per annum,  Strategic retaliatory
forces—ICBM's, Polaris submarines,
and Strategic Air Command bombers—
are approaching desired strength so that
future expenditures will be mainly [or
replacement and upgrading.  New obli-
gational authority requested—an indi-
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cator of future spending—is turning
down. In fiseal 1065, the Defense
Departiment's total obligational awvail-
ability—the sum of new obligational
authority requested and obligational
authority ecarried over [rom prior
years—is scheduled to fall below the
lewel of fiscal 1964,

Table 4 shows Defense Department
pxpenditures by budgel category,  The
fiseal 1965 spending cutback is een-
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tered in the procurement of hard
goods. In the national income ne-
counts, purchases of mililtary equip-
ment, which are on a delivery basis,
are not expected to fall off as sharply.
The rise in personnel costs is wholly
accounted for by pay increases. The
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military pay rise which became ef-
fective Oetober 1, 1963 added $1
billion to Defense Department outlays
in fisenl 1064 and will inerease Hseal
1965 outlays by an additional $)
billion. A further small rise in military
compensation is  proposed in  fseal
19685 under the prineiple of main-
taining comparability with the wage
strueture in  the private economy.
Estimates of the strength of aetive
forees show slicht declines in both
fiseal 1964 and 1965,

Spending  for spaee  presearch  and
technolory is expected to remch %5
billion in fiseal 1965—donble the level
of fireal 1963. However, %2 billion
of the increase iz scheduled for fiseal
1964 and fiscal 1965 outlays are up
further 8% billion, o small inerense
by recent standards. New obliga-
tional suthority requested for fscal
1965 is wirtually unchanged from the
lewvel of the previous year,

Outlays for atomie energy develop-
ment, which have held steady sinea
fiseal 1961, show little change in
fisenl 1065, Reductions in the proeure-
ment of uranium and production of
nuclear materials are being offset by
increased expenditures for research in-
to the peaceful uses of atomic energy.

Federal nondefense purchases of
roods and services are estimated at
just under $12 billion in fiseal 19635,
an inerease of §1 billion over the level
projected for fiseal 1964, Higher pay-
rolls aecount for over one-half of the
increanse.  Fiscal 1965 will reflect the
full cost of the pay rise for Federal
civilinn employees which was effective
Jonuary 1, 1964, and an additional
comparability poy rise has also been
requested.  The number of employees
in agencies other than the Defense
Department is scheduled to increase
moderately,

Other programs little changed

While Federal purchases of goods and
services are an element of final demand,
and thus affect Gross National Product
divectly, other categories of Federal
expenditures-—transfers, grants to State
and local governments, net interest
payments, subsidies, and the surplus or
deficit of zovernment enterprises—have
an important, il indireet, influence on
GNP. Grants-in-aid finance State and
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local government purchases, and the
remaining eategories increase the in-
conies of either individuals or businesses
and thus stimulate personal consump-
tion expenditures or business invest-
ment.

Table 4.=Defense Department Budgetary
Expenditures, Military Funetions, and
Military Amsistance, Figcal Years 1963-65
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The total of Federal expenditures
olther than purchases of goods and
services are estimated to rise by $1
billion in fiscal 1965, The average in-
crense for the previous four yenrs was
&3 hillion. However, this does not mean
that the current Budget will inerease
private purchasing power less than
previous ones. The additional funds

- made available to the private economy

* through tax reduction will more than
offset the slowdown in the rate of
increase of these payments.

The subsidy program is the only one
projected to decline in fiscal 1965; the
other categories show increases similar
to those of recent years. The 81
billion decline in subsidies is con-
centrated in the Commodity Credit
Corporation, particularly its price sLp-
Port and export activities. The Budget
Assiimes enaetment of legislation which
would reduce expenditures for cotton
it dairy programs. It also assumes
that the domestic price of wheat will
decling under current, programs and he
mought more in line with the world
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price. This would reduce subsidies to
exporters, which are based on the price
difforential, under the Food For Peace
progrant,

Transfer payments to individuals
are estimated to increase $14 billion in
both fiscal 1964 and 1965. 'This is in
line with the experience of recent years
of expansion.

The “attack on poverty” program,
an important objective in the new
Budget, will not have a significant
effect on Federal transfer payments in
fiscal 1965, However, sinee new ob-
ligational authority of over &1 hbillion
is being requested under existing and
proposed legislation, a substantial in-
crense in future years is implied,
The specific programs which make up
the attack on poverty, eg., grants for
special educational meeds, community
work-training  programs, the Youth
Employment Aet, ete., fall primarily
into the transfers to persons and
granta to State and local governments
caterories of the national income ae-
eounts,

Federal grants to State and local
governments are expected to increase
8% billion in fiscal 1965—over $1
billion less then in fiscal 1964. Part
of the 81 hillion decline in the rate
of increase represents o slowdown in
the rate of expansion of various pro-
grams, and part iz caused by a change
in the timing of ecertain payments,
Federal aid for public roads is seheduled
to inerease $¥ billion less in fiscal
1965 than in 1964 while a small decline
is projected for public assistance grants,
Educational grants are up partly be-
cause of proposed legislation connected
with the poverty program,

Under current practices the Federal
Government turns over some [unds to
State and local governments or educa-
tional institutions weeks or even
months before they in turn make
payments under the particular pro-
grams. In fiseal 1965, funds will not
be made available to States and com-
munities by the Federal Government
until they are actually needed. Shilt-
ing to o more current basis in liseal
1965 will result in o one-time redue-
tion of over &% billion in Federal
grants,

Net interest paid hy the Federal
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Government will inerease 84 billion in
both fiscal 1964 and 1965, This rise
is atiributable partly to projected in-
ereases in public debt outstanding and
partly to the higher average interest
viates that the Government must pay
us maturing debt certificates are re-
funded with issues earrying a higher
rite,

State and local outlays continue rise

While there are no comprehensive
budgetary data available on which to
base projections of State and local
government activity, recent trends indi-
cate that purchases of goods nnd serv-
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ices will rise over the near-term at
roughly the same pace as in recent
years, when annual increases averaged
slightly over $4 billion. Highway out-
lnys will remain a major element in
the advance; smaller increases are an-
ticipated in construction outlays for the
Interstate Road System and larger ad-
vances in other street and road building
and in maintenance, Although popu-
lation trends signifly declining rates of
increase in the number of school-age
children, educational expenditures will
continue to rige as lacilities are expunded
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and modernized and teachers’ salaries
are improved. A projected noeclerntion
in family formotion will necessitnta o
forther incresse in the construction of
sonitery and other general community
facilitiea, and urban renewal programs
are scheduled 4o receive Increasing
emphnaia,

Stnbe sod loenl recaipte on o nntional
income basis should inccense ab lenst
0s much as expenditives, given the pro-
jected growth in economic activity and
incomes. Moreover, the Federnl tax
reduction proposals will result in nddi-
tionnl revenues for those Stotee and
communities which tax incomes net of
Federnl taxes, Bome States may also
view the reduction in Fadaral inpoame
taxes a3 on oppordunity to raise their
own rates as & menns of expanding
revenues Lo finnnce their growing needs.

Strong Automobile Market
(Centtnued from poge 6)

The enrlior trend toward smoller cors
bas besn revarsed in the 1962 and 1934
model years, Market penctration of
the stondards moved up Lo 59 percent
in 1983 and ta £ rage of over G0 percent
thus far in the 1964 model year. More
significantly, the intermediates, which
necounted for 5 parcent of the 1952 and
1983 market, roze to more than double
that rate in 1964. These shifts hnve
been at the expense of the compnots,
whose shnre declined from 21 pearcent
in 1963 to less thon 24 perecnt in 1964,
Imports, which fell to their post-1952
lew of § percent in 1962, have main-
tained this share in the improved
marikceta of 1063 and emly 1964 (see
chort).

The siznble upward movement in the
shore of intermediates in the 1964
models reflects beth the introduction
of one new brand and the incrense to
intermediate size of three brands which
weare of compact size in 1963 Thus
the trend sownrd & lmger car just shovt

SURVEY OF CURRENT BUSINES3

of the siundard size nppears to be
continuing.

Prices, upgrading, and extras

The Buresu of Labor Statistics’
comsumer price index for new cars,
which mersures the not mice (after
cash discount or overallowance cn
trade-in) of cors with relatively fixed
specifications, hns dropped about 2
percent from the 1359 model year fo
1983. Average prices per unit actually
paid by consumers, toking nccount of
chonges in the “mix” of mnkea and
models and slso the varying expendi-
tures for optional equipment, declinad
almost 5 percent from 1059 to 1961,
Thiz wag primarily a reflection of the
ingreasing sharve of the meaket going to
lower priesd compnots. Avernge unit
prices have subssquently rveturned o
their 20569 [eval, mainly beeause of the
gradval upgrading to higher priced
ines within given makes snd the in-
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creased expenditure for opticnal squip-
mant per car.

Henca, over the entire 1958-63 period
consumers heve tended on the svernge
40 buy smaller cars, but have approxi-
maotely offsat this fector by trading up
within maokes and hy incrensed buying
of “sxtraa.” .

Some additionn! points of inberest in
connsetion with upgreding moy be
noted, Ia the 1963 madel year every
make of nutomebile inereased its znle
of cars with factory-installed aiv-gondi-
tionera compared with &he previous
year. For the highest priced mmlces
more than 60 percent of the mew cars
in 1063 wore air-conditioned. Ewven
among some of the popular makes of
standard cns, as much ns 20 percent of
sales Lave induded air-conditioning,
Similaly, where purchasors have had
a choice between a V-8 and o §-cylinder
engine, there has clemly been an
inrense in faver of the V-8,

ERRATA

The following table showing averags
annual rates of change in gutpot, outpat
per man-hour, ond man-hours corrects
a similar table that appemsd on paga
14 of the Jenusry 1964 Svrvey, with
an accompanying chart and texk.
(Fngoz 15 wnd 18} An ervor resulting
[rom che 1963 cstimnte of man-hours
has been corvecked; sevoeral chnnges in

methodology ore incorporated which to
a minor extent affect some of the figores
pievicusly publishad. The new figores
show thné from 1960 to 1963 the in-
crenses o oubpub per man-hour wers
somewhat granter than thoso previonsly
publizhed. The diference wns most
pronounced in nonmanulasturing in-
dustries.
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